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“...we believe that
both our core EV-DO
infrastructure business
and our new presence in
FMC offer tremendous
opportunities for growth,
The rapid acceleration
of consumer demand for
data services and
multi-media applications
is expected to drive
operators to continue
to deploy EV-DO for
coverage, additional
multi-media functionality,
and capacity.”

To Our Shareholders:

During 2007, Airvana continued to generate significant profitability in our EV-D0 radio access
netwark (RAN) business and detivered major new EV-D0 software releases to mobile operators
throughout the world. In addition, we made great progress in developing our Fixed-Mabile
Convergence {FMC) products. We delivered our Universal Access Gateway (UAG), announced
our femtocell solutions for bath COMA and UMTS technologies, and developed key marketing
and distribution relationships. Our customer billings increased to $142.2 million in 2007,
we generated $91.8 million in cash flow from operations, and we ended the year with $222.0
million in cash and investments.

EV-DO

Throughout 2007, major operators continued to rollout broadband wireless networks based on
EV-DO technology. As background, EV-DO is the broadband standard for CDMA networks used
by wireless operators such as Verizon Wireless, Sprint, Afltel, and Bell Mability. Airvana's
EV-DO products enable operatars’ networks to deliver broadband-guality, multi-media services
10 mobile phones, laptap computers, and other mobile devices. As these new wireless servic-
es proliferate and subscriber demand for them grows, data will likely outstrip voice as the pri-
mary source of traffic on the majority of the world's wireless networks. Market analysts esti-
mate that worldwide, the number of EV-D0 subscribers increased from 48 million in 2006 to 122
million in 2007, and are projected to reach more than 500 million by 2011.

To date, most of our EV-DO sales have been driven by operator deptoyments focused on
coverage — with operators extending their broadband services across larger portions of their
subscriber geographies. Beginning in 2008 and aver the langer term, we expect aur EV-DO
sales to be increasingly driven by capacity growth. As aperators acquire more broadband
subscribers, and as these users consume mare broadband data, the installed base of network
capacity will grow. This capacity growth creates demand for the base station
channel cards and network controllers that form the core of our business. We are presently
seeing a significant increase in demand for higher capacity netwark controllers, and expect to
see an increase in orders for additional EV-DO cards in the second half of 2008. Based upon our
capacity planning amalysis and feedback from operators, we believe that the volume of data traffic
continues to grow at a rate in excess of b0 percent annually in major EV-DO networks.

Software upgrades are another important source of revenue in our EV-DO strategy. We have
developed a unique business model to serve mobile cperators and our OEM customers with
embedded software products. This software is deployed in an OEM’s large installed base of
wireless networks. These networks are designed ta deliver high quality wireless
service to millions of consumers and are built and continuousty upgraded over long periods of
time {often 10-15 years). A key element of our strategy is to deliver significant increases in
performance and functionality to both our OEM customers and to wireless operators thiough
software upgrades to these networks. During 2007, for example, we delivered two major
EV-D0 software releases that provide for deployment of high-perfermance multi-media
applications by enabling faster downlink and uplink speeds, suppert for push-to-talk services,
and new proprietary “clustering” features that dramatically improve network scalability.




We believe that the current state of mobile broadband is similar to the state of the wired
broadband market a decade ago, and that the vast majority of the business opportunities — and
the potential demand for EV-DO network infrastructure — remains ahead of us.

Fixed-Mobile Convergence

We are currently investing significantly in FMC products that transform the indoor experience of
using mobile devices. The benefits are better coverage, better guality and performance, and
lower costs. FMC uses existing breadband connections in the home or office — via cable, DSL,
or fiber - to connect mobile devices to an operator's services. There are two ways to do this.
The first is to use WiFi and the second is to place a personal base station or what the industry
calls a femtocell aceess point in a home or office. To address both of these market opportunities,
we are developing our UAG product to manage security and hand-offs when connecting a Wit
phone or a femtocelt product to operators’ netweorks. Right now, there is significant operator
interest, especially in femtocells, as they work with existing handsets.

Over the past year, the wireless industry has awakened to the power of femtacells and the
promise of FMC. Addressing this opportunity requires strong core technology, innavative
products, and strong relationships with other infrastructure vendors. We believe Airvana is
uniquely positioned in FMC — with praducts for both COMA and UMTS standards and key
relationships to deliver them to market. As a result, we are working with major operators to
test, integrate, and evaluate both our UAG and femtocell products.

This year we succeeded in positioning Airvana as a major player in both the COMA and the
UMTS femto space. In April of 2007, we acquired 3Way Networks to accelerate gur UMTS
product development. We entered into an agreement with Nokia-Siemens Networks to offer
operators an end-to-end UMTS solution combining Airvana’s femtocell access points and Nokia
Siemens' core network equipment. In early 2008, we signed an agreement to supply UMTS
femtocell modules to Thomson Telecommunications. Thomson is planning to use Airvana
products in conjunction with their home media gateways, and we expect Thomson to be a key
distribution and technology partner in developing the UMTS femio market. Additionally, we
recently announced a global OEM agreement to provide Motorola with a COMA femtocell solution.

Our ahility to provide operators and consumers with comprehensive FMC solutions
differentiates Airvana on both a cost and performance basis, and positions us for sustained
leadership in this rapidly growing market. We began developing femtocell products early,
innovating in a number of dimensions including plug-and-play design, ownership of the core
physical layer technology, and the deployment of an end-to-end solution that inciudes our UAG.

Opportunity

In summary, we believe that both our core EV-D0 infrastructure products and our new presence
in FMC offer tremendous opportunities for growth. The rapid acceleration of consumer demand
for data services and multi-media applications is expected to drive operators to continue to
deploy EV-DO for caverage, additional multi-media functionality, and capacity.
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At the same time, Airvana has now been placed squarely on the map as a leader in femtocells
and femto gateways. We believe that we are currently the only player in the global FMC space
delivering both UMTS and CDMA solutions for femtocells in the home as well as security
gateways at the core of the operator’s network.

Looking ahead, we believe that we are in the early stages of a fundamental shift in the way
mobile networks are built, deployed, and used by businesses and consumers. Netwaorks of the
future will be "hybrid” networks consisting of both traditional macro-cellular and femtocell networks
— all based on IP technology. We expect 4G technologies will begin to be commercially
deployed in the 2011-2012 timeframe presenting opportunities for both our core EV-DO and
femto product lines. Our strategy is to develop and deliver FMC solutions (access gateways and
femtocetl products) for 4G networks. As we expect 4G to be deployed largely in new spectrum, we
believe that 4G technologies will augment and complement existing 3G networks, and we
believe COMA operators will eventually replace 1xRTT voice networks with EV-DO broadband
{using voice-over-IP} in their 3G spectrum, resulting in a healthy EV-DO business for Airvana for
many years to come.

As we address these market and technology opportunities, we have also set three key
financial goals for Airvana over the next three to five years:

¢ Grow billings by greater than 25 percent annually;
« Grow new product hillings such that they represent more than 50 percent of the business; and

» Generate operating margins on billings and cash flow from operations at 20 to 25 percent of billings.

These are ambitious goals, and | believe that we are well positioned to capitalize on the
current and evolving opportunities in mobile broadband networks of the future.

The Airvana team joins me in extending thanks to you, our fellow sharehelders, for the
confidence you have demonstrated in Airvana’s future over the past year. We are committed to
rewarding your trust in the years ahead.

Sincerely,

Lorh] § £t

Randall S. Battat
Prasident and Chief Executive Officer
April 17, 2008
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Forward Looking Statements

This Annual Report on Form 10-K contains “forward-looking statements” that involve risks and uncertainties,
as well as assumptions that, if they never materialize or prove incorrect, could cause our results to differ materially
Jfrom those expressed or implied by such forward-looking statements. The statements comtained in this Annual
Report on Form 10-K that are not purely historical are forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. Such forward-looking statements include any expectation of earnings, revenues, billings or other
financial items; any statements of the plans, strategies and objectives of management for future operations; factors
that may affect our operating results; statements concerning new products or services; statements related to future
capital expenditures; statements related to future economic conditions or performance; statements as to industry
trends and other matters that do not relate strictly to historical facts or statements of assumptions underlying any of
the foregoing. These statements are often identified by the use of words such as, but not limited to, “anticipate,”
“believe,” “continue,” “could,” “estimate,” "expect,” “intend,” “may,” “will,” “plan,” “target,” “continue,” and
similar expressions or variations intended to identify forward-looking statements. These statements are based on the
beliefs and assumptions of our management based on information curremly available to management. Such
Jorward-looking statements are subject to risks, uncertainties and other important factors that could cause actual
results and the timing of certain events to differ materially from future results expressed or implied by such forward-
looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those
identified below, and those discussed in the section titled "' Risk Fuctors” included elsewhere in this Annual Report
on Form 10-K and in our other filings with the Securities and Exchange Commission or SEC. Furthermore, such
SJorward-looking statements speak only as of the date of this report. We undertake no obligaiion 1o update any
SJorward-looking statements to reflect events or circumstances after the date of such statements.
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Part 1

Item 1. Business
Overview

We are a leading provider of network infrastructure products used by wireless operators to provide mobile
broadband services. Qur software and hardware products, which are based on Internet Protocol, or IP, technology,
enable wireless networks to deliver broadband-quality multimedia services to mobile phones, laptop computers and
other mobile devices. These services include Internet access, e-mail, music downloads, video, IP-TV, gaming, push-
to-talk and voice-over-IP, or VoIP. Broadband multimedia services are growing rapidly as business users and
consumers increasingly use mobite devices to work, communicate, play music and video and access the Internet. By
delivering wireless broadband services, operators are able to increase their data services revenue and mitigate the
decline in voice revenue caused by heightened competition. We expect that the introduction of VolP telephony
services on mobile broadband networks, coupled with the accelerated use of other multimedia applications, will
increasingly make mobile broadband networks the primary method for mobile communications and entertainment.

Our products leverage our expertise in three technologies — wireless communications, IP and broadband
networking. IP technology is the foundation of our solutions. Qur products enable new services and deliver carrier-
grade mobility, scalability and reliability with relatively low operating and capital costs. As a result, our products
have advantages over products based on circuit switching or legacy communication protocols.

Mos! of our revenue to date has been attributable to our mobile broadband network products, which are based
on a wireless communications standard called CDMA2000 1XxEV-DO, or EV-DO. In 2002, we began delivering
network infrastructure products based on the first generation EV-DO standard known as Revision 0, or Rev 0.
Wireless operators such as Verizon Wireless and Sprint Nextel have deployed Rev 0 technology throughout their
networks. The current versions of our software are based on the second generation EV-DO standard known as
Revision A, or Rev A. Rev A provides increased data speeds and supports push-to-talk and VoIP. Major wireless
operators are currently deploying this new, faster technology in their networks. We expect to benefit as operators
expand the capacity and geographic reach of their networks and introduce push-to-talk, VoIP and other enhanced
services onto EV-DO networks. In addition, we anticipate continued growth of our business from wireless operators
expanding both the capacity and geographic reach of their networks.

We are developing new products to address the markets for fixed mobile convergence, or FMC, and in-building
mobile broadband services. Our FMC products will enable operators to take advantage of wireline broadband
connections that already exist in most offices and homes to deliver wireless services through a combination of
mobile and Wi-Fi networks. Our FMC products under development include versions to support CDMA, Universal
Mobile Telecommunication System, or UMTS, and WiMAX networks. We recently commenced trials of our first
FMC products. In addition, we have entered into agreements with Nokia Siemens Networks to market an end-to-end
UMTS, femtocell solution, and Thomson to supply our femtocell product in their residential gateway offerings. We
also utilize our mobile broadband technology and products in specialized applications that require their own mobile
networks. For example, we are developing EV-DO and UMTS systems for use in military and public safety
communications applications.

We have sold EV-DO channel card licenses for use by over 70 operators worldwide, including Alltel, Bell
Mobility, Sprint Nextel, Telefonica, Telus and Verizon Wireless. We sell our EV-DO products primarily through an
original equipment manufacturer, or OEM, agreement with Nortel Networks. Also, we have entered into an OEM
agreement with Qualcomm to sell EV-DO systems.

In fiscal 2007, our revenue was $305.8 million, our product and service billings were $142.2 million, our cash
flow from operating activities was $91.8 million and our operating income was $165.4 miilion. In fiscal 2006, our
revenue was $170.3 million, our product and service billings were $140.6 million, our cash flow from operating
activities was $25.1 million and our operating income was $57.1 million. Nortel Networks accounted for 95% of our
revenue and 94% of our billings in fiscal 2006 and 99% of our revenue and 98% of our billings in fiscal 2007. Our
research and development team is comprised of approximately 450 engineers, and we have spent over $250 million
on the development of our products over the past eight years.
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Industry Background

Mobile phones and other handheld mobile devices, such as Blackberry devices and smartphones, have become
ubiquitous. iSuppli Corporation predicts that the total number of worldwide mobile device subscribers will grow
from 2.67 billion in 2006 to 3.7 billion by 2010. Historically, demand for voice communications has driven the rapid
growth in wireless services. The availability of affordable mobile phones and lower service costs, such as flat-rate
pricing for long distance calling, has increased demand for voice communications. Until recently, mobile phones
were used primarily for voice communication. The recent introduction of mobile broadband services is beginning to
drive significant growth in the use of data services. For example, Verizon Wireless data services revenue increased
by 65% in 20077 and represents approximately 20% of their communications services revenue. While data revenues
are growing rapidly, they still represent a relatively small part of operators’ wireless services revenues and, hence,
constitute a major growth opportunity for the industry.

The Desire for Mobile Broadband Services

Both consumers and business users have a need for mobile broadband services. For consumers, mobile
broadband presents an opportunity to access wirelessly all of the multimedia services they normally access from
their home or office using their wireline broadband connections. These services include music downloads, video
streaming, gaming, information access (searches, news, weather, financial data) and electronic commerce. For
business professionals, mobile broadband provides access to high speed wireless email, file downloads and online
information through their mobile phones, smartphones and laptop computers.

Mobile broadband can also help operators increase their revenues and profitability. We believe that just as
wireiine broadband created demand for new multimedia services, the availability of mobile broadband will create
demand for new services through wireless networks.

While email and instant messaging are currently among the primary applications for wireless data, faster and
more reliable wireless networks are enabling operators to offer new multimedia services tailored for mobile users,
providing an opportunity for higher revenues. As a resull, wireless operators have joined efforts with media
providers to develop content for mobile phones. This content has led to increased use of multimedia services, such
as music downloads, video streaming, gaming, IP-TV and location-based services.

The Need for Fixed-Mobile Convergence

As people increasingly use wireless services as their primary means of communication, the mobile phone is
becoming the primary phone for many users, Accordingly, more and more mobile phone calls are happening
indoors. However, the experience of using mobile devices indoors is often inferior to that of landline devices or the
use of mobile devices outdoors. At the same time, cheap, high-capacity broadband services are increasingly
available in homes and offices via landline (i.e. Digital Subscriber Line, or DSL, and cable data technologies)
connections.

FMC products allow operators to deliver converged services to mobile phones through a combination of wide-
area mobile and in-building wireless networks. There are two ways to deliver FMC services in-building. The first
method utilizes dual-mode mobile/Wi-Fi phones to access an operator’s voice and data services. Using this method,
when the user is in-building, the phone uses Wi-Fi instead of its mobile radio and communicates with the operator’s
network through a Wi-Fi access point, which in turn is connected to the Internet. The second method utilizes
traditional mobile phones to access an operator’s voice and data services. Using this method, when the user is in-
building, the mobile phone communicates with a small, inexpensive “personal” access point that connects to the
operaior’s network through a broadband Internet connection in the home or office. The indusiry calls these
“femtocell” access points,

Users may benefit from FMC products through improved coverage and quality of wireless service, greater
convenience, and reduced spending on the combination of wireline and wireless services. Operators may benefit
from FMC products by driving more in-building usage of wireless services and by reducing the cost to provide these
services. Wireline operators who are mobile virtual network operators, or MVNOs, may benefit from FMC products
by retaining customers on their fixed networks when they are at home or in the office.
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The Market Opportunity

Traditional circuit-switched networks cannot effectively deliver mobile broadband services. The delivery of
mobile multimedia services requires a technology optimized for the Internet and capable of transmission at
broadband speed. To offer multimedia services, wireless operators have required a new solution — a mobile
broadband architecture based on IP technology. This solution has to be deployable at relatively low cost, sufficiently
scalable to support a very large number of users and capable of delivering carrier-grade reliability. Operators also
require scalable FMC solutions that will enable subscribers to access securely and reliably both a mobile network
and in-building network through a single mobile phone. The development of these solutions requires a combination
of three disciplines: wireless communications, IP and broadband networking.

Our Solution

We were founded to apply broadband and 1P technologies to mobile networks. We have developed a suite of
IP-based wireless infrastructure products that allow operators to provide users of mobile phones, laptop computers
and other mobile devices with access to mobile broadband services. We have been able to develop our products
because of our expertise in the three key technologies essential for mobile broadband — wireless communications,
IP and broadband networking. Our products offer the following benefits:

Enable New Service Qfferings

Our EV-DO mobile network products enable operators to deliver a broad range of new mobile broadband
services, including:

» Mobile Broadband Internet Access. Our EV-DO network products allow operators to offer broadband-
quality Internet access anywhere in their networks. Users can access EV-DO-based networks through their
laptop computers and other mobile devices. Mobile broadband networks offer increased convenience and
mobility and wider coverage than wireless local area technologies such as Wi-Fi. In addition, in some
developing markets, EV-DO networks are being used as a wireless alternative to DSL or cable to provide
last-mile broadband Internet access. Our products have been used to deploy these services in Eastern Europe
and Latin America.

« Multimedia Consumer Services. Qur EV-DO products enable wireless operators to provide multimedia
services, such as video, music downloads, [P-TV and gaming. Broadband speed is important to users seeking
to downtoad or transmit the large files associated with multimedia services. Reflecting the growth of this
market, media companies and wireless operators are developing content tailored for mobile phones. In 2006,
Juniper Research estimated that global mobile entertainment services revenue, consisting of gambling, adult
content, mobile games, mobile music, mobile TV and infotainment, would increase almost five-fold by
2011.

» Enhanced Voice Services. Qur EV-DO products enable the delivery of interactive voice and video services,
such as 1P-based push-to-talk, video telephony and VoIP. For example, Sprint Nextel has announced its
intention to deliver push-to-talk over its EV-DO network. In the future, our technology will enable wireless
operators to migrate from separate voice and data networks to a single 1P-based mobile broadband network
delivering both voice and data.

Provide Scalability and Reliability

Our EV-DO products allow the base stations in a mobile network to connect to multiple radio network
controllers in order to increase the reliability of handofTs of mobile users at mobile site boundaries. Operators can
increase the capacity of their base stations simply by installing additionat channel cards. Our clustering software
enables wireless operators to scale their networks incrementally and to react quickly and reliably to increased
demand for capacity without introducing any network boundaries. In addition, our clustering architecture is
designed to enable the clustering of multiple radio network controllers so they appear as one high-capacity virtual
controller. With our architecture, base stations will not be impacted by the failure of a single controller because they
can continue to be served by the other controllers in the cluster.
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Reduce Capital and Operating Expenses

Our EV-DO products enable operators to reduce their capital and operating expenses by taking advantage of
efficiencies associated with the use of IP technology. An EV-DO network employing our IP-based architecture uses
high-volume, off-the-shelf components, such as TP routers, and allows mobile sites to connect to radio network
controllers through an IP data network, such as a lower-cost metropolitan Ethernet network.

Leverage Existing Broadband Infrastructure

We are developing FMC products that will enable operators to take advantage of broadband and Wi-Fi
connections that already exist in most offices and homes. Our initial FMC products include a universal access
gateway, or UAG, and femtocell access point products. Qur UAG is a high-capacity, carrier-grade network product
that allows operators to deliver mobile voice and data services to their subscribers using a combination of mobile
and Wi-Fi networks, Qur femtocell access point products, together with our UAG, will allow operators to deliver
mobile voice and data services to subscribers in-building using a combination of mobile and fixed broadband
networks. Customers will benefit from increased coverage and quality of service and a reduction in combined
spending for wireline and wireless services. Operators will benefit from reduced network operating costs, increased
revenue and greater customer satisfaction.

Our Strategy

Our strategy is to enhance our leadership in the mobile broadband infrastructure market by growing our EV-
DO business, expanding our current product offering, acquiring new customers and acquiring selected comple-
mentary businesses. Principal elements of our strategy include the following:

» Grow our EV-DO Business. We plan to grow sales of our EV-DO products as operators continue to expand
both the coverage and capacity of their wireless networks and increase their offerings of mobile broadband
services. The continued growth of broadband service revenues for the operators implies a need for capacity
expansion. To date, most of our EV-DO revenue has been driven by coverage deployments. We believe that a
much greater opportunity lies in future capacity expansion. We are developing new features to facilitate this
growth, such as technologies that will improve the quality of both VolP and push-to-talk services. In
addition, we believe opportunities exist to use our EV-DO technologies to address new markets, such as air-
to-ground, military and public safety communications. We are developing an air-to-ground network
infrastructure products that enable mobile broadband services for airline passengers. We are also developing
a compact, rugged, easily-transportable base station that government agencies can use for military and
public safety applications.

» Enter the Fixed-Mobile Convergence Market. We are currently conducting trials of our UAG product,
which allows wireless and wireline operators to deliver mobile voice and data services through a combi-
nation of wireless and wireline access technologies. Our UAG product supports deployment in CDMA,
UMTS and WiMAX networks and can be used to provide access for Wi-Fi and femtocell access points. We
are also developing our own femtocell access point products for in-building deployment in CDMA and
UMTS networks. We plan to sell these FMC products directly to operators and through OEM customers. We
have entered into agreements with Nokia Siemens Networks to market an end-to-end UMTS femtocell
solution and Thomson to supply our femtocell product in their residential gateway offerings.

 Develop Products for the GSM/UMTS Markets. While CDMA is the leading mobile technology used by
North American operators, GSM/UMTS are the leading standards used elsewhere in the world. We are
currently developing and enhancing UAG and femtocell access point products to address the GSM/UMTS
markets.

» Leverage our Expertise in All-IP Mobile Networks to Develop 4G Technologies.  Third generation wireless
standards, known as 3G, enable the delivery of IP data services over mobile networks. While EV-DO is
considered a 3G standard, it is based on an architecture where all multimedia services, including voice, are
carried over a single all-IP wireless network. The fourth generation wireless standards, known as 4G, are
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expected to offer faster speeds and carry all multimedia services over an all-IP wireless network, We believe
our expertise in EV-DO and all-IP wireless network technology positions us well to develop 4G solutions.

* Expand our OEM Sales Channels. Our OEM relationships have allowed us to reach a broad end-user
market rapidly. By collaborating with cur OEM customers to develop specific functionality 1o be incor-
porated into products for their end-customers, we enable our OEM customers to expand their product
offering and achieve faster time to market for innovative products that enable new operator services. We
intend to continue to pursue new OEM relationships to leverage their extensive operator relationships,
industry networks and global reach.

* Leverage our Operator Relationships. We have developed direct relationships with leading wireless
operators to understand their needs and create demand for our products. We collaborate directly with these
operators to develop new products and services for their customers. While our OEM customers represent our
primary sales channel, we also offer some products for sale directly to operators.

* Acquire Selected Complementary Businesses. We intend to pursue acquisitions that we believe will
complement our strategy and broaden our customer base and technologies, For example, on April 30, 2007,
we acquired 3Way Networks Limited, a United Kingdom-based provider of femtocell access points and
solutions for UMTS markets.

Products

We have two categories of products — mobile network EV-DO products and FMC products.

Mobile Network EV-DO Products

Our mobile network EV-DO products are IP-based and comply with the CDMAZ2000 1xEV-DO standard. A
typical mobile radio access network, or RAN, consists of a specific combination of base stations, radio network
controllers, or RNCs, and a network management system. Our mobile network EV-DO products consist primarily of
software for all three RAN elements. These three elements are designed to work in conjunction with each other and
cannot be deployed independently. We also design and offer base station channel cards and other hardware for use
with our software,




AIRVANA PRODUCTS IN AN EV-DO RADIO ACCESS NETWORK
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Base Stations and QOEM Base Station Channel Cards

We have developed a comprehensive suite of products for deployment in both Rev 0 and Rev A radio access
networks. This suite includes the following products:

* OEM Base Station Channel Cards and Software.  Mobile base stations send and receive signals to mobile
phones and other mobile devices connected to the network. They generally reside immediately beside a
mobile tower. OEM base station channel cards and our software are the primary elements of an EV-DO base
station and serve as its intelligence. Nortel Networks, our largest OEM customer, manufactures Rev A OEM
base station channel cards under license from us.

* ipBTS. Our ipBTS is a compact, rack-mountable base station. It will be used to provide both in-building
mobile coverage for enterprises and for rapid deployment in military and public safety applications.

* skyBTS. OurskyBTS is the base station for our air-to-ground radio access network, or ATG RAN, solution.
An ATG RAN is a ground-based network that will deliver broadband Intemet connectivity to aircraft using
EV-DO technology. Inside the aircraft, users will connect to the Internet using Wi-Fi-enabled devices such as
laptop computers.

Radio Network Controllers

A radio network controller, or RNC, directs and controls many base stations. Qur RNC consists of proprietary
software and a carrier-grade, off-the-shelf hardware platform. Our RNC software manages EV-DO mobility as users
move between cell towers. Qur RNCs are significantly smaller in size and offer higher capacity than RNCs used in
traditional mobile networks. Our RNCs use IP technology to comrnunicate with our software running on base
station mobile cards. To enhance scalability, we are also developing a software upgrade that will allow our RNCs to
be clustered together to serve as a larger, virtual RNC. We offer our RNC software on a stand-alone basis or bundled
with a hardware platform.




Network Management System

Our AirVista Network Management System is software designed for the remote management of all of our
components in a mobile network deployment. This high-capacity system provides a common management platform
for all of our EV-DO and FMC products. Qur AirVista sofiware is used to access securely, configure and control all
of our RAN elements over an IP network.

Fixed-Mobile Convergence Products

Our first FMC product is our UAG. When deployed in an operator’s network, our UAG enables mobite phone
users to roam between mobile and in-building networks. Our UAG products will include versions to support
CDMA, UMTS and WiMAX networks and can be used to provide access for Wi-Fi and femtocell access points,

Our UAG offers the following key features:

» Security. Qur UAG provides security for the operator’s network and security for the user’s traffic. The
operator’s network will be protected by authenticating users before granting them access to the operator’s
network. In addition, our UAG provides firewall functionality, denial of service attack prevention and
filtering through access control lists. Privacy of user information will be ensured by encrypting all traffic
flowing between the user and the operator’s network.

» Mobility. Our UAG maintains a user’s connection as the user moves between networks. When a user
crosses local IP network boundaries while still connected to an operator’s network through the Internet, our
UAG maintains the user’s session. When a user moves between an in-building network connected through
the Internet and the operator’s wide-area mobile network, our UAG enables a user to maintain 1P
connectivity.

» Scalability. Our UAG is a high capacity, carrier-grade network product that will be scalable easily to serve
a very large number of users.

» Quality of Service. Our UAG supports differentiation and prioritization of user traffic. The capabilities of
our UAG to examine different fields in user IP packets, such as source and destination addresses, allows
operators to deliver differentiated services based on the user and the user application.

« Service Accounting. Our UAG collects detailed statistics for an operator’s network billing system. These
statistics can also be used by operators to determine the performance of various subscriber applications.

Our second category of FMC products under development includes femtocell access points, which we expect
to make commercially available in the second half of 2008. When deployed in homes and offices, femtocell access
points will allow users to use existing mobile phones in-building with improved coverage and increased broadband
wireless performance. Femtocell products under development include versions to support UMTS and CDMA.

Our femtocell access points will include the following key benefits:

s Improved in-building coverage. Our femtocel] access points are designed to significantly improve in-
building mobile network coverage.

o Improved user experience of mobile services. Because our femtocell access points will be shared by a
small number of users, they will be able to provide a higher performance voice and data experience
compared to existing mobile network services.

« Compatibility with existing mobile phones. Our femtocell access points will allow users to make phone
calls and access Internet broadband services through their existing CDMA or UMTS mobile phones.

* Plug and play installation. Our femtocell access points are being designed for consumer installation with
minimal user configuration. They will be connected by consumers to their existing broadband Internet
services, such as those provided by DSL, cable or fiber optics.
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Technology
Our IP RAN

The distinguishing feature of our mobile broadband network architecture is our proprietary use of IP
technology to deliver the following:

mechanisms to support subscriber mobility;

protocols to carry traffic between the various network elements of a RAN in a secure manner,
methods (o increase the availability of the network in case of a failure in any of its elements;
designs that increase the scalability of the network;

procedures to configure, manage and maintain the RAN; and

quality-of-service algorithms to allocate dynamically the resources of the RAN to subscribers and the
various applications they use.

IP Backhaul

QOur IP RAN architecture is designed to take advantage of the flexibility of IP networks. Qur EV-DO solutions
were among the first commercially deployed radio networks to rely solely on IP for the transport of packets between

nodes.

Traditional mobile networks use point-to-point T1/El circuits to connect base stations with radio network

controllers. Using IP transport between base stations and radio network controllers allows wireless operators to take
advantage of widely-available IP equipment, such as routers, to terminate T1/E1 circuits or use alternative low-cost
IP transport services such as Metro Ethernet. Our IP backhaul capability reduces the size and cost of the required
radio network controller equipment.

RNC Clustering

Our products eliminate the strict hierarchical relationships between base stations and RNCs. In traditional
circuit-based radio access networks, each base station is controlled by a designated RNC. In our 1P RAN
architecture, on the other hand, each base station can be served by multiple RNCs. This leads to improvements
in handling subscriber mobility, increasing the scalability and reliability of the RAN.
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In traditional radio access networks, where each base station is served by a single RNC, base stations that are
served by a given RNC form a geographic zone, called a subnet. When a mobile user travels outside the subnet,
handoffs have to be performed between RNCs. These handoffs are often the cause of dropped calls and create
unnecessary radio traffic. When a mobile user moves along the subnet boundary, repeated handoffs may occur,
further exacerbating the problem.

Because wireless operators want to minimize the frequency of handoffs between RNCs, they often seek high
capacity RNCs to make subnets as large as possible. However, individual RNC capacity is limited by the state-of -
the-art in available microprocessors and memory. The clustering software we are developing will allow a wireless
operator to increase the subnet size by clustering multiple RNCs and making them behave as if they were a single,
much larger, virtual RNC. When a mobile subscriber requests resources from the RAN, the base station will be able
to route this request to the specific RNC within the cluster using our proprietary algorithms. As a result, subnets will
be able to be made very large and handoff boundaries between RNCs may be reduced.

RNC clustering also can improve the reliability of the RAN. In a traditional radio access network, when an
RNC fails, all base stations that are served by that RNC go out of service. In our I[P RAN architecture, when one
RNC fails, the remaining RNCs in the cluster will continue to serve subscribers.

Multi-Homing

Our IP RAN architecture also supports mutti-homing technology, which allows an RNC to continue to serve a
mobile subscriber on an active call when that subscriber moves outside the current subnet. In traditional radio
network architectures, handoffs between RNCs are handled using so-called inter-RNC handoff procedures, which
require signaling and user traffic to flow through two RNCs. With our multi-homing technology, signaling and user
traffic will flow only between the serving base station and the serving RNC and never have to traverse multiple
RNCs. By keeping the mobile subscriber attached to a given RNC, this technology reduces latency and minimizes
the processing load on RNCs.

IP Quality-of-Service

Quality-of-Service, or QoS, refers to a network’s ability to prioritize different kinds of traffic over others. For
example, voice traffic, which is very sensitive to delay, needs priority over less delay-sensitive web-browsing traffic.
All-IP mobile broadband networks need to serve a variety of traffic with very different QoS requirements. EV-DO
standards define sophisticated methods for the subscriber’s device to request QoS from the radio network. As these
requests are made, the RAN must then manage its available radio resources to best satisfy the subscriber’s QoS
requests. Our IP RAN architecture includes proprietary algorithms for controlling the admission of subscriber
applications to the network and uses technologies designed to deal with instances of network overload in a
predictable manner.

IP Network Management

Qur use of 1P technologies also extends into our network management systems, which is used by wireless
operators to manage and maintain their networks. Instead of using closed, proprietary protocols to manage RAN
nodes, our management system uses Web-based protocols, such as XML, for communication between the
management system and network elements. This allows our network management system to offer familiar web
browser interfaces to users.

IP RAN Flat Architecture

Mobite broadband RANS serve user traffic in multiple types of nodes. For example, in EV-DO networks the
base station, the RNC, the packet data serving node, or PDSN, and the mobile IP home agent all cooperate to serve
user traffic. However, having many different nodes in the network can add latency, increase the capital and
maintenance cost of the network and require complex interactions between the nodes to deliver end-to-end QoS.

Our IP RAN architecture will support flatter architectures, where either the RNC and PDSN, or the base
station, RNC and PDSN, can be combined in a single node. Since there is no strict one-to-one relationship between
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base stations and RNCs in our IP RAN, these elements can be combined in a single node without introducing any
handoff or subnet boundaries between the base stations. Our RNC clustering technology will allow us to integrate
PDSN functionality into our RNC, without reducing the effective base station footprint or subnet size.

As radio networks become more distributed, and base stations and access points are placed closer to users, as
with picocell base stations and femtocell access points, we expect flat networks will become the preferred
architecture for wireless operators.

Distance-Based Paging

Paging is a critical capability in all mobile wireless systems. To preserve battery life, subscriber devices are
programmed to turn off their radio circuitry and periodically wake up to listen for any incoming calls. RANs alert
the subscriber to an incoming call by broadcasting a page message through all base stations where the subscriber
might be located. To facilitate paging, in traditional RANs, subscriber devices inform the RAN whenever they cross
a certain geographic paging zone. When the RAN wants to page the user, it does so through all the base stations in
the paging zone where the subscriber last reported its location. Such paging mechanisms can create significant
unnecessary signaling traffic if subscribers move back and forth between paging zones.

Our IP RAN architecture includes distance-based paging, which uses dynamically varying circular paging
zones centered on the base station where a subscriber has last reported its location. This technique avoids the
problems caused by unnecessary repeated location updates, but requires more sophisticated handling in the RNC to
keep track of the list of base stations for paging. Distance-based paging also allows the operator to configure very
small paging areas in order to reduce the amount of radio bandwidth that frequent broadcast pages take away from
normal user traffic. These considerations are especially important in page intensive applications such as push-to-
talk.

Universal Access Gateway

Our UAG is based on a proprietary combination of capabilities to enable operators to deliver muttimedia FMC
services 1o a large number of subscribers.

Multimedia Service Delivery with Integrated Security & Mobility

We specifically designed our UAG to enable FMC services, Traditional network solutions such as virtual
private network systems and session border controllers are unable to meet the demands of FMC networks. A key
distinguishing capability of our UAG is the integration of three critical functions in a single carter-grade, high-
capacity network node: strict security; support for seamless subscriber mobility; and support for rich multimedia.

Using proprietary designs that include encryption and decryption, access control lists, firewalls and intrusion
detection, our UAG will guard against security threats such as service theft, denial of service, session hijacking and
compromised privacy. Our UAG will also hide the topology of the operator’s IP network from subscribers. Qur UAG
will support industry standard protocols, such as IPSec, IKEv2, EAP-AKA and EAP-SIM, to ensure full
interoperability with a broad range of subscriber devices.

Our UAG can also enable secure mobility of the subscriber using protocols that ensure fast, seamless handoffs
at network boundaries while maintaining security associations. Our UAG’s secure mobility system design based on
the MOBIKE protocol supports very fast handoffs by integrating signaling for mobility and security.

Our UAG is also designed to support rich multimedia services with the capability to configure and enforce
hundreds of thousands of policies. Our UAG uses deep packet inspection to examine critical fields in packet
headers, allowing the UAG 1o distinguish between subscribers and application flows in order to enforce different
policies. These capabilities will enable operators to offer differentiated services and ensure fair use of their network
resources by their subscribers.

High-Capacity, Carrier-Grade Platform for Fixed-Mobile Convergence

Our UAG product is being implemented on a high-capacity, carrier-grade hardware platform. Based on the
Advanced Telecommunications Computing Architecture and carrier-grade Linux operating system, this platform
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combines state-of-the-art, high speed interconnect technologies with significant improvements in reliability,
availability and serviceability. A key component of this platform is a custom-designed packet processing module
that includes network processors, a security processor and a general-purpose microprocessor. This powerful multi-
processor architecture, along with a system software architecture that separates signaling and user traffic and
provides real-time session mirroring, will enable the UAG to achieve high session capacity and high availability.
Using proprietary switching interconnect designs and redundancy support mechanisms, such as reai-time session
redundancy and triple detection technology, our UAG will also enable fast switch-over to redundant modules in case
of failure. A fast switch-over is critical for handling real-time applications such as voice and video. The UAG
platform wilt allow flexible redundancy configurations for control processor, packet processing and intelligent [/O
modules. The UAG platform is designed to support millions of subscribers and scale to 100s of gigabits-per-second
throughput.

Flexible Policy Enforcement and Deep Packet Inspection

Our UAG can perform deep packet inspection, traffic classification and policy enforcement on a per-session or
per-flow basis based on subscriber profiles or operator policies. This allows operators to offer differentiated services
and provide for a subscriber’s use of network resources consistent with his profile and the operator’s policies. Our
UAG will also perform proprietary call admission control and domain partitioning based on different service
policies. Our UAG’s implementation will allow manual or dynamic policy configuration, and is designed to support
up to hundreds of thousands of policies.

IP Nerwork Management

Like our mobite network products, our UAG also uses an 1P-based management system for its configuration
and maintenance. This system offers users familiar web browser interfaces based on protocols such as XML for
communication between the management system and UAG nodes,

Femtocells
Our femtocell technology will consist of;
+ a flat network architecture;
* a flexible hardware architecture based on programmable processing elements;

= an extensive software/firmware technology that wiil implement the radio, networking and security functions
of a femtocell;

« a suite of proprietary algorithms designed to optimize the performance and robustness of the femtocell
system; and

« a scalable service manager to facilitate the management of our femtocells by the network operator,

Qur flat femtocell network architecture collapses the base station, RNC and packet data nodes of a macro-
cellular RAN into a small femtocell access point. An essential element of this architecture is the UAG, which
provides the critical security protections necessary for connecting femtocells to an operator’s core network using
the public Internet. We believe that this linkage between our UAG and our femtocells will allow us to deliver
differentiated features that enhance femtocell operation, while maintaining open standard interfaces to ensure
vendor interoperability. Our network architecture is designed to provide flexible options to connect to a wireless
operator’s core network, connecling cither to existing circuit-switched core networks. which include mobile
switching centers, or state-of-the-art packet-switched core networks based on the session initiation protocol or the
IP multimedia system,

Our programmable hardware platform is designed to offer the ability to upgrade the software and firmware
running on the femtocell after it has been installed in a user’s home, the ability to rapidly evolve our femtocell
solution to take advantage of the latest available programmable processor technology and to rapidly develop low-
cost hard-wired application-specific-integrated-circuits.
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We believe that our extensive sofiware and firmware solution for femtocells will implement the critical
modulation and demodulation functions found in the physical layer and the scheduling and power and rate control
functions found in the media access control layer. Qur software and firmware solution will also implement ail
necessary radio network controller, packet data node and security functions.

Adapting macro-cellular RAN technology to small femtocells that support a wide range of existing mobile
phones requires sophisticated signal processing and networking algorithms. We are developing these algorithms in
the following technology areas:

» managing interference between femtocells and between femtocell and macro cellular networks;
+ providing seamless handoffs as users cross between femtocell and macro cellular networks;

* limiting access to a femtocell to authorized users;

* acquiring accurate timing, frequency and location information; and

» managing the use of a wireless operator’s spectrum.

Finally, our service manager will operate on a scalable server platform and implement unique methods to
facilitate the easy and secure activation and maintenance of thousands of femtocells from a central location in the
network using the public Internet.

Operators Deploying Our Products

We have sold channel card licenses for use by over 70 operators worldwide. These operators have purchased
our products primarily through our OEM customers. The largest deployments to date include networks operated by
the following operators:

+  Allel (USA) * Sprint Nextel (USA)
« Bell Mobility (Canada) * Telefonica (Latin America)
* Eurotel (Czech Republic) ¢ Verizon Wireless (USA)

* Pelephone (Israel)

OEM Customers and Strategic Relationships

We have strategic relationships with four leading global communications equipment vendors — Nortel
Networks, Nokia Siemens Networks, Thomson and Qualcomm. We believe these relationships provide several
commercial advantages, including extended sales and marketing reach, reduced accounts receivable concerns and
the mitigation of currency risk arising from the gtobal nature of the network infrastructure business, Simitarly, we
believe these vendors benefit from our relationships by leveraging our R&D expertise, reducing the time-to-market
for new products, and realizing incremental revenue from the sale of complementary hardware, software and
services resulting from the incorporation of our technology into their producis.

Nortel Networks

We have sold our EV-DO mobile network solutions primarily through Nortel Networks since 2001, Nortel
Networks accounted for 39% of our revenue and 98% of our billings in fiscal 2007, 95% of our revenue and 94% of
our bitlings in fiscal 2006 and 16% of our revenue and 98% of our billings in fiscal 2005. We originally entered into
our OEM agreement with Nortel Networks for the development of our proprietary EV-DO Rev 0 technology,
including base station channel card hardware and software, RNC software, and network management system
software, The agreement is non-exclusive, contains no minimum purchase commitments, and sets forth the terms
and conditions under which Nortel Networks licenses our proprietary EV-DO software. In 2005, Nortel Networks
exercised its right under the OEM agreement to license, on a non-exclusive basis, our proprietary Rev A base station
channel card hardware design to enable it to manufacture such hardware and derivatives thereof. These OEM base
station channel cards are inserted into Nortel Network's CDMA 2000 base stations and, under our agreement,
operate exclusively with our EV-DO software. The term of the OEM agreement extends through January 1, 2009,
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with automatic annual renewals, unless either party gives 12 months prior notice of its intent not to renew.
Nortel Networks also has the right to terminate the agreement at any time.

Nortel Networks has the option, under our agreement, to purchase from us the specification for communi-
cations among base stations, RNCs and network management systems. The specification would enable Nortel
Networks to develop EV-DO software to work with the base station channe! card software licensed from us and
deployed in the networks of Nortel Networks’ operator customers. If Nortel Networks elects to exercise this option,
Nortel Networks will pay us a fixed fee as well as a significant royalty on sales of current and future products that
incorporate this interface specification. The royalty rate varies with annual volume but represents a portion of the
license fees we currently receive from our sales to Nortel Networks. If Nortel Networks were to exercise the option,
Nortel Networks would receive the current interface specification at the time of option exercise, updated with any
upgrade then under development, plus one additional upgrade subject to a development agreement within a limited
time after the option exercise for an additional fee. If Nortel Networks were in the future to develop its own EV-DO
software, it could, by exercising this option, enable its own software to communicate with the base station channel
cards currently installed in its customers’ networks.

Nokia Siemens Networks

In September 2007, we entered into an agreement with Nokia Siemens Networks to provide a joint UMTS
solution to mobile operators, cooperating in marketing, sales and support. Airvana’s UMTS femtocell access point
is being certified to interoperaie with Nokia Siemens Network’s Femio Gateway. The agreement is non-exclusive
and sets forth the forms under which we may use their propriety interface specifications to their products.

Thomson

In January 2008, we entered into a global sourcing agreement with Thomson to supply our UMTS femtocell
technology. As a result of the agreement, Thomson will use Airvana’s femtocell products in conjunction with their
own residential gateway offerings. The agreement is non-cxclusive and sets forth the terms and conditions under
which Thompson may purchase our femtocell products. The term of the agreement extends through January 2011,
with automatic annual renewals. Either party may terminate the agreement with ninety (90) days notice.

Qualcomm

We have a supply and distribution agreement with Qualcomm for our ipBTS products. The agreement has no
minimum purchase commitments and sets forth the terms and conditions under which Qualcomm may purchase
such products. Qualcomm has the exclusive right in North Amenca to distribute our ipBTS products for networks
that are not intended 10 be permanently installed. The term of the agreement extends through July 28, 2009, with
automatic annual renewals, unless either party gives 12 months’ prior notice of its intent not to renew.

Sales and Marketing

We market and sell our products both indirectly through our OEM customers and directly to wireless operator
customers. To date, substantially all of our sales have been through our OEM customers. In addition to our sales and
marketing efforts directed towards OEM customers, we augment the sales efforts of our OEM customers by
working with their delivery and operational teams and assisting in the training and support of their sales personnel.
Increasingly, an important part of our sales effort is creating demand for our products by working directly with
operators. We foster relationships with operators by discussing technology trends, identifying market requirements,
carrying out field support trials of our technologies in conjunction with teams from our OEM customers and
providing training and education related 10 our technology. Through these contacts with our end-customers, we
believe we are better able to understand their operations, incorporate feature and product requirements into our
solutions and better track the technology needs of our end-customers.

As of December 30, 2007, we had 32 employees in sales and marketing.
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Service and Support

We offer technical support services 1o our OEM customers and, in some cases, directly to wireless operators.
Our OEM customers are responsible for handling basic first-level customer support, with our technical support
personnel addressing complex issues related to our technologies.

Our service and support efforts are divided into two main categories: ongoing commercial network support,
and pre-commercial or new network rollout support. Our ongoing customer support and services include live
network product rollout, around-the-clock technical support, software and hardware maintenance services, emer-
gency outage recovery and service ticket tracking and management. Pre-commercial support services include
deployment optimization services, customer network engineering and on-site deployment work related to system
configuration and integration with existing infrastructure.

We also provide customer consulting services including network and radio frequency deployment planning,
network aptimization and overall performance management. Our products and technology are sold with a full range
of technical documentation, including planning, installation and operation guides. We also provide standard and
customized training targeted at management, operational support personnel and network planners and engineers.

As of December 30, 2007, we had 29 employees in service and support.

Research and Development

Investment in research and development is at the core of our business strategy. As of December 30, 2007, we
had 449 engineers in Chelmsford, Massachusetts, Bangalore, India and Cambridge, United Kingdom with
significant expertise in digital communications, including wireless communications, IP and broadband networking.
Qur research and development organization is responsible for designing, developing and enhancing our software
and hardware products, performing product testing and quality assurance activities, and ensuring the compatibility
of our products with third-party platforms. Our research and development organization is also responsible for
developing new algorithms and concepts for our existing and future products.

We have made substantial investments in product and technology development since our inception, Research
and development expense totaled $42.9 million in fiscal 2005, $55.1 million in fiscal 2006 and $76.6 million in
fiscal 2007. We expect our research and development expense to increase for certain product areas, primarily related
to our investment in FMC products.

Manufacturing and Operations

We develop and test our software products in-house and outsource the manufacturing of the carrier-grade
hardware components of our products. We believe that outsourcing the manufacturing of these hardware com-
ponents enables us to conserve working capital, better adjust manufacturing volumes to meet changes in demand
and more quickly deliver products.

Competition

The market for network infrastructure products is highly competitive and rapidly evolving. The market is
subject to changing technology trends, shifting customer needs and expectations and frequent introduction of new
products. We believe we are able to compete successfully primarily on the basis of our expertise in all-IP wireless
communication, the performance and reliability of our products and our OEM business model.

The nature of our competition varies by product. For our EV-DO products, we face competition from several of
the world’s largest telecommunications equipment providers that offer either a directly competitive product or a
product based on alternative technologies. Competitors include Alcatel-Lucent, Hitachi, Huawei, L.G-Nortel and
Samsung,

In our sales to OEM customers, we face the competitive risk that OEMs might seek to develop in-house
alternative solutions to those currently licensed from us. Additionally, OEMs might elect to source technology from
our competitors.
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The market for FMC solutions is in its infancy. We expect to encounter competition from products already on
the market, as well as new products to be developed. Our competition includes several public companies, including
Cisco, Ericsson and Samsung, as well as several private companies, including Huawei.

Our current and potential new competitors may have significantly greater financial, technical, marketing and
other resources than we do and may be able to devote greater resources to the development, promotion, sale and
support of their products. In addition, many of our competitors have more extensive customer bases and broader
customer relationships than we do, including relationships with our potential customers. Our competitors may
therefore be in a stronger position to respond quickly to new technologies and may be able to market or sell their
products more effectively. Moreover, further consolidation in the communications equipment market could
adversely affect our OEM customer relationships and competitive position. Qur products may not continue to
compete favorably and we may not be successful in the face of increasing competition from new products and
enhancements introduced by existing competitors or new companies entering the markets in which we provide
produts.

Intellectual Property

We believe that our continued success depends in large part on our proprietary technology, the skills of our
employees and the ability of our employees to continue to innovate and incorporate advances in wireless
communication technology into our products. We regard our products and the internally-developed software
embedded in our products as proprietary. The wireless industry is dominated by large vendors with significant
intellectual property portfolios. To establish and protect our own intellectual property rights, we rely on a
combination of patent, trademark, copyright and trade secret laws.

As of February 29, 2008, we had been issued 9 patents and had over 90 patent applications pending in the
United States and in foreign jurisdictions.

We license our technology pursuant to agreements that impose restrictions on customers’ ability to use the
technology, such as prohibiting reverse engineering and, in the case of software products, limiting the use of
software copies and restricting access to our source code. We also seek to avoid disclosure of our intellectual
property using contractual obligations, by requiring employees and consultants with access to our proprietary
information to execute nondisclosure, non-compete and assignment of intellectual property agreements.

Despite our efforts to protect our intellectual property, our means to protect our intellectual property rights may
be inadequate. Unauthorized parties may attempt to copy aspects of our products, obtain and use information that
we regard as proprietary, or even elect to design around our current intellectual property rights. In addition, the laws
of some foreign countries do not protect our proprictary rights to as great an extent as do the laws of the United
States and many foreign countries do not enforce their intellectual property laws as diligently as U.S. government
agencies and private parties. Litigation and associated expenses may be necessary to enforce our property rights.

We have licensed from Qualcomm some of their EV-DQ technology for use in our products. Our software also
relies on certain application-specific integrated circuit, or ASIC, technology from Qualcomm used in EV-DO
products. An inability to access these ASIC technologies could result in significant delays in our product releases
and could require substantial effort to locate or develop replacement technology.

Many companies in the wireless industry have significant patent portfolios. These companies and other parties
may claim that our products infringe their proprietary rights. We may become involved in litigation as a result of
allegations that we infringe the intellectual property rights of others. For example, we have received letters from
Wi-LAN Inc. asserting that some of our products infringe four issued United States patents and an issued Canadian
patent relating to wireless communication technologies. A majority of our revenue to date has been derived from the
allegedly infringing EV-DO products. We have evaluated various matters relating to Wi-LAN’s assertion and we do
not believe that our products infringe any valid claim of the patents identified by Wi-LAN. However, we may seck to
obtain a license to use the relevant technology from Wi-LAN. We cannot be certain that Wi-LAN would provide
such a license or, if provided, what its economic terms would be. If we were to seek to obtain such a license, and
such license were available from Wi-LAN, we could be required to make significant payments with respect to past
and/or future sales of our products, and such payments may adversely affect our financial condition and operating
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results. If Wi-LAN determines to pursue claims against us for patent infringement, we mlght not be able to
successfully defend against such claims.

Employees

As of December 30, 2007, we had 560 employees. Of these employees, approximately 130 are located in India,
approximately 30 are located in the United Kingdom and the vast majority of the remainder is based in the
United States. None of our employees is represented by a union or covered by a collective bargaining agreement.

Facilities

Our corporate headquarters is located in Chelmsford, Massachusetts, where we lease approximately
85,000 square feet of office space. This lease expires on April 30, 2012. We also lease approximately 31,000 square
feet of space in Bangalore, India and approximately 9,000 square feet of space in Cambridge, United Kingdom.

Legal Proceedings

From time to time, we may be involved in disputes or litigation relating to claims arising out of our operations.
We are not currently a party to any material legal proceedings.

{tem 1A. Risk Factors

Our business is subject to numerous risks. We caution you that the following important factors, among others,
could cause our actual results to differ materially from those expressed in forward-looking statements made by us or
on our behalf in filings with the SEC, press releases, communications with investors and oral statements. Any or all
of our forward-looking statements in this Annual Report on Form 10-K and in any other public statements we make
may turn out to be wrong. They may be affected by inaccurate assumptions we might make or by known or unknown
risks and uncertainties. Many factors mentioned in the discussion below will be important in determining future
results. Consequently, no forward-looking statement can be guaranteed. Actual future results may vary materially

Sfrom those anticipated in forward-looking statements. We undertake no obligation to update any forward-looking
statements, whether as a result of new information, future events or otherwise. You are advised, however, to consult
any further disclosure we make in our reports filed with the SEC.

Risks Relating to Our Business

We depend on a single OEM customer, Nortel Networks, for almost all of our revenue and billings, dnd a
significant shortfall in sales to Nortel Networks would significantly harm our business and operating results.

We derived almost all of our revenue and billings in each of the last several years from sales to a single OEM
customer, Nortel Networks. Nortel Networks accounted for 99% of our revenue and 98% of our billings in fiscal
2007, 95% of our revenue and 94% of our billings in fiscal 2006 and 16% of our revenue and 98% of our billings in
fiscal 2005 . Our contract with Nortel Networks can be terminated by Nortel Networks at any time and, in any event,
does not.contain commitments for future purchases of our products. The rate at which Nortel Networks purchases
products from us depends on its success in selling to operators its own EV-DO infrastructure solutions that include
our products. There can be no assurance that Nortel Networks will continue to devote and invest significant
resources and capital to its wireless infrastructure business or that it will be successful in the future in such business.
Nortel Networks might seek to develop internally, or acquire from a third party, alternative wireless solutions to
those currently purchased from us. In addition, Nortel Networks may seek to develop an altemnative solution by
utilizing technology that has been developed by LG Electronics, with which Nortel Networks has a joini venture.
Consolidation is commen in the telecommunications industry. Should Nortel Networks merge its wireless
infrastructure businesses with another telecommunications company, Nortel Networks could seek to deploy
alternative solutions by utilizing technology that has been developed by the other company. We expect to derive
a substantial majority of our revenue and billings in fiscal 2008 from Nortel Networks, and therefore any adverse
change in our relationship with Nortel Networks, or a significant decline or shortfall in our sales to Nortel Networks,
would significantly harm our business and operating results.

L
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Because our OEM business model requires us to defer the recognition of most of our revenue from
product sales until we deliver specified upgrades, our revenue in any period is not likely to be indicative
of the level of our sales activity in that period.

We recognize revenue from the sale of products under our OEM agreements only after we deliver specified
upgrades to those products that were committed at the time of sale. The period of development of these upgrades can
range from 12 to 24 months after the date of commitment. As a result, most of our revenue in any quarter typically
reflects license fees under our OEM agreements for products delivered and invoiced to customers several quarters
earlier. For these products, we generally record the amount of the invoice as deferred revenue and then begin to
recognize such deferred revenue as revenue upon delivery of the committed software upgrades. As a result, our
revenue is not likely to be indicative of the level of our sales activity in any period. Due to our OEM business model,
we expect that, for the foreseeable future, any quarter in which we recognize a significant amount of deferred
revenue as a result of our delivery of a previously committed upgrade will be followed by one or more quarters of
insignificant revenue as we defer revenue while we develop additional upgrades. Investors may encounter
difficulties in tracking the performance of our business because our revenue will not reflect the level of our
billings in any period, and these difficulties could adversely affect the trading price of our common stock.

Our revenue and billings growth may be constrained by our product concentration and lack of revenue
diversification.

Almost all of our revenue and billings to date have been derived from sales of our EV-DO products, and we
expect EV-DO revenues to remain a major contributor to revenue for the foreseeable future. Continued market
acceptance of these products is critical to our future success. The future demand for our EV-DO products depends,
in large part, on the continued expansion of the EV-DO-based wireless networks currently deployed by operators
and determinations by additional operators to deploy EV-DO-based wireless networks. Demand for our EV-DO
products also depends on our ability to continue to develop and deliver ona timely basis product upgrades to enable
operators to enhance the performance of their networks and implement new mobile broadband services. Any
decline in demand for EV-DO products, or inability on our part to develop and deliver product upgrades that meet
the needs of operators, would adversely affect our business and operating results.

A majority of our current products are based exclusively on the CDMA2000 air interface standard for
wireless communications, and therefore any movement by existing or prospective operator customers to a
different standard could impair our business and operating results.

There are multiple competing air interface standards for wireless communications networks. A majority of our
current products are based exclusively on the CDMA2000 air interface standard, which handles a majority of
wireless subscribers in the United States. Other standards, such as GSM/UMTS, are currently the primary standards
used by wireless operators in mobile networks worldwide. Our EV-DO products do not operate in networks using
the GSM/UMTS standards.

We believe there are a limited number of operators that have not already chosen the air interface standard to
deploy in their 3G wireless networks. Our success will therefore depend, to a significant degree, on whether
operators that have currently deployed CDMA2000-based networks expand and upgrade their networks and
whether additional operators that have not yet deployed 3G networks select CDMA2000 as their standard. Our
business will be harmed if operators currently utilizing the CDMA2000 standard transition their networks to a
competing standard and we have not at that time developed and begun to offer competitive products that are
compatible with that standard. Our business will also be harmed if operators that have currently deployed both
CDMA and GSM/UMTS networks determine to focus more of their resources on their GSM/UMTS networks.

The introduction of fourth generation wireless technology could reduce spending on our EV-DO products
and therefore harm our operating results.

The standards for mobile broadband solutions are expected to evolve into a fourth generation of wireless
standards, known as 4G. Wireless operators have announced plans to build networks based on the 4G standard. For
example, Verizon Wireless recently announced its intent to build a 4G network using the Long Term Evolution, or
LTE, standard and Sprint Nextel recently announced its intent to build a 4G network using WiMAX technology. The
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market for our existing EV-DO products is likely to decline if and when operators begin to delay expenditures for
EV-DO products in anticipation of the availability of new 4G-based products. Our primary OEM customer, Nortel
Networks, has publicly announced that it is developing 4G-based LTE and WiMAX producis. We do not have an
agreement to supply Nortel Networks with any 4G-based products. We believe that it is likely that Nortel Networks
will choose 10 enter into partnerships for 4G-based products with one or more of our competitors or choose 1o
develop these products internally.

Our future success will depend on our ability to develop and market new products compatible with 4G
standards and the acceptance of those products by operators, The development and introduction of these products
will be time consuming and expensive, and we may not be able to correctly anticipate the market for 4G-compatible
products and related business trends. Any inability to develop successfully 4G-based products could harm
significantly our future business and operating results.

The variable sales and deployment cycles for our EV-DO products are likely to cause our quarterly
billings to fluctuate materially.

The deployment by operators of wireless infrastructure equipment that enables new end-user services typically
occurs in stages, and our quarterly billings will vary significantly depending on the rate at which such deployments
occur. Operators will typically make significant initial investments for new equipment to assure that new services
facilitated by such equipment are available to end-users throughout the operator’s network. Operators typically will
defer significant additional purchases of such equipment until end-user usage of the services offered through such
equipment creates demand for increased capacity. Our quarterly billings will typically increase significantly when
an operator either chooses initially to deploy an EV-DO network or deploys a significant product upgrade
introduced by us, and our quarterly billings will decline in other quarters when those deployments have been
completed.

It is difficult to anticipate the rate at which operators will deploy our wireless infrastructure products, the rate at
which the use of new mobile broadband services will create demand for additional capacity, and the rate at which
operators will implement significant product upgrades. For example, our product and service billings in fiscal 2006
reflected an increase in sales of software for OEM base station channel cards that support Rev A as operators
ramped up their deployments of EV-DO infrastructure. Our product and service billings for the second half of fiscal
2007 was less than our product and service billings for the first half of fiscal 2007. We believe that several large
operators completed their initial deployments of Rev A software in the first half of fiscal 2007 and then moderated
their deployments over the remainder of the year. We do not expect significant additional deployments by these
operators until subscriber use creates a need for additional capacity. The staged deployments of wireless infra-
structure equipment by customers of both our existing and new OEMs are likely to continue to cause significant
volatility in our quarterly operating results.

If demand for mobile broadband services does not develop as quickly as we anticipate, or develops in a
manner that we do not anticipate, our revenue and billings may decline or fail to grow, which would
adversely affect our operating results.

We derive, and expect to continue to derive, all of our revenue and billings from sales of mobile broadband
infrastructure products. We expect demand for mobile broadband services to be the primary driver for growth of EV-
DO networks. The market for mobile broadband services is relatively new and still evolving, and it is uncertain
whether these services will achieve and sustain high levels of demand and market acceptance. The level of demand
and market acceptance for these services may be adversely affected by factors that limit or interrupt the supply of
mobile phones designed for EV-DO networks. For example, an order, currently under appeal, that was issued in
2007 by the United States International Trade Commisston in a patent dispute between Broadcom Corporation and
Qualcomm, which barred importation into the United States of some Qualcomm chips that are used in EV-DO
mobile phones may have the effect of hampering demand for mobile broadband services, Another expected driver
for the growth of EV-DO networks is VolP. The migration of voice traffic to EV-DO networks will depend on many
factors outside of our control. If the demand for VoIP and other mobile broadband services does not grow, or grows
more slowly than expected, the need for our EV-DO products would be diminished and our operating results would
be significantly harmed.
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Deployments of our EV-DO products by two large wireless operators account Jfor a substantial majority of
our revenue and billings, and a decision by these operators to reduce their use of our products would
harm our business and operating resuls.

A substantial portion of our cumulative billings for fiscal 2006 and fiscal 2007 are attributable to sales of our
EV-DO products by Nortel Networks to two large wireless operators in North America. Our sales of EV-DO
products currently depend to a significant extent on the rate at which these operators expand and upgrade their
CDMA networks. Our business and operating results would be harmed if either of these operators were to select a
wireless network solution offered by a competitor or for any other reason were to discontinue or reduce the use of
our products or product upgrades in their networks.

If the market for our FMC products does not develop as we expect, or our FMC products do not achieve
sufficient market acceptance, our business will suffer.

We are developing our FMC products so that operators may offer mobile broadband services using wireline
broadband connections and a combination of mobile and Wi-Fi networks, We do not expect to have meaningful
sales of our FMC products until the second half of 2008 or earlty 2009, depending on operators’ deployment plans.
However, it is possible that the market for our FMC products will not develop as we expect. Even if a market for our
FMC products develops, it is uncertain whether our FMC products will achieve and sustain high levels of demand
and market acceptance. Our ability to sell our FMC products will depend, in part, on factors outside our control,
such as the commercial availability and market acceptance of mobile phones designed to support FMC applications
and the market acceptance of femtocell access point products. The market for our FMC products may be smaller
than we expect, the market may develop more slowly than we expect or our competitors may develop alternative
technologies that are more attractive to operators. Our FMC products are an important component of our growth and
diversification strategy and, therefore, if we are unable to successfully execute on this strategy, our sales, billings
and revenues could decrease and our operating results could be harmed.

Our future sales will depend on our success in generating sales to a limited number of OEM customers,
and any failure to do so would have a significant detrimental effect on our business.

There are a limited number of OEMs that offer EV-DO solutions, several of which have developed their own
EV-DO technology internally and, therefore, do not require solutions from us. We currently have agreements with
two OEM customers. We do not expect to commence significant sales to one of these OEM customers in the
immediate future because the market for the products that we are developing for this customer is still developing.
The market for our FMC products is still developing. We currently have one agreements with an OEM customer to
deliver our UMTS femtocell products, but have not yet had any sales to this customer. Our operating results for the
foreseeable future will depend to a significant extent on our ability to effect sales to our existing CDMA and UMTS
OEM customers and to establish new OEM relationships. Our OEM customers have substantial purchasing power
and leverage in negotiating pricing and other contractual terms with us. In addition, further consolidation in the
communications equipment market could adversely affect our OEM customer relationships. If we fail to generate
significant product and service billings through our existing OEM relationships or if we fail to establish significant
new OEM relationships, we will not be able to achieve our anticipated level of sales and our results of operations
will suffer.
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" The unpredictability of our future results may adversely affect the trading price of our common stock.

Our operating results have varied significantly from period to period, and we expect them to continue to vary
significantly from period to period for the foreseeable future due to a number of factors in addition to the
unpredictable purchasing patterns of operators. The following factors, among others, can contribute to the
unpredictability of our operating results:

* the effect of our OEM business model or changes to this model on our revenue recognition;

the timing of agreements or commitments with our OEM customers for new products or software upgrades;

the timing of our delivery of software upgrades;

* the unpredictable deployment and purchasing patterns of operators;

fluctuations in demand for products of cur OEM customers that are sold together with our products, and the
timing and size of orders for such products of our OEM customers;

* new product introductions and enhancements by our competitors and us;

+‘the timing and acceptance of software upprades sold by our OEM customers to their installed base of
operators; '

* changes in our pricing policies or the pticing policies of our competitors;

* our ability to develop, introduce and deploy new products and product upgrades that meet customer
requirements in a timely manner;

+ adjustments in the reporting of royalties and product sales by our OEM customers resulting from reviews and
audits of such reports;

* our and our OEM customers’ ability to obtain sufficient supplies of limited source components or materials;

* our and our OEM customers” ability to attain and maintain production volumes and quality levels for our
products; and :

+ general economic conditions, as well as those specific to the communications, networking, wireless and
related industries.

Cur operating expenses are largely based on our anticipated organizational and product and service billings
growth, especially as we continue to invest significant resources in the development of future products and expand
our international presence. Most of our expenses, such as employee compensation, are relatively fixed in the short
term. As a result, any shortfall in product and service billings in relation to our expectations could cause significant
changes in our operating results from period to period and could result in negative cash flow from operations.

We believe that comparing our operating results on a period-to-period basis may not be meaningful. You
should not rely on our past results as an indication of our future performance. It is likely that in some future periods,
our revenue, product and service billings, earnings, cash from operations or other operating results will be below the
expectations of securities analysts and investors. In that event, the price of our common stock may decrease
substantially.

We may not be able to achieve profitability for any period in the future or sustain cash flow from
operating activities.

We began to recognize revenue in fiscal 2002, began (o have positive cash flow from operating activities in
fiscal 2004 and achieved profitability in fiscal 2006. We have only a limited operating history on which you can base
your evaluation of our business, including our ability to continue to grow our revenue and billings and to sustain
cash flow from operating activities and profitability. The amount and percentage of our operating expenses that are
fixed expenses have increased as we have grown our business. As we continue to expand and develop our business,
we will need to generate significant billings to maintain positive cash flow from operating activities, and we might
not sustain positive cash flow from operating activities for any substantial period of time. We do not expect to
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achieve profitability for any fiscal year unless we are able to recognize significant revenue from our OEM
arrangements in that fiscal year. If we are unable to increase our billings and sustain cash flow from operating
activities, the market price of our common stock will likely fall.

Claims by other parties that we infringe their proprictary technology could force us to redesign our
products or to incur significant costs.

Many companies in the wireless industry have significant patent portfolios. These companies and other parties
may claim that our products infringe their proprietary rights. We may become involved in litigation as a result of
allegations that we infringe the intellectual property rights of others. Any party asserting that our products infringe
their proprietary rights would force us to defend ourselves, and possibly our customers, against the alleged
infringement. These claims and any resulting lawsuit, if successful, could subject us to significant liability for
damages and invalidation of our proprietary rights. We also could be forced to do one or more of the following:

» stop selling, incorporating or using our products that use the challenged intellectual property;

« obtain from the owner of the infringed intellectual property right a license to sell or use the relevant
technology, which license may not be available on reasonable terms, or at all;

» redesign those products that use any allegedly infringing technology, which may be costly and time-
consuming; or

» refund deposits and other amounts received for allegedly infringing technology or products.

For example, in 2006, we received a letter from Wi-LAN Inc. asserting that some of our EV-DO products infringe
two issued United States patents and an issued Canadian patent relating to wireless communication technologies. A
majority of our revenue to date has been derived from the allegedly infringing EV-DO products. We have evaluated
various matters relating to Wi-LAN's assertion and we do not believe that such products infringe any valid claim of the
patents identified by Wi-LAN in that letter. In November 2007, we received an additional letter from Wi-LAN
asserting that some of our other products infringe one of the previously identified United States patents and that the
products identified in the first letter and some of our other products infringe two other United States patents. We have
evaluated Wi-LAN's claims related to the products and patents identified in its November 2007 letter and we do not
believe that our products infringe any valid claim of the patents identified by Wi-LAN in that letter. Under certain
circumstances we may seek to obtain a license to use the relevant technology from Wi-LAN, We cannot be certain that
Wi-LAN would provide such a license or, if provided, what its economic terms would be. If we were to seek to obtain
such a license, and such license were available from Wi-LAN, we could be required to make significant payments with
respect to past and/or future sales of our products, and such payments may adversely affect our financial condition and
operating results. If Wi-LAN determines to pursue claims against us for patent infringement, we might not be able to
successfully defend against such claims.

Intellectual property litigation can be costly. Even if we prevail, the cost of such litigation could deplete our
financial resources. Litigation is also time consuming and could divert management’s attention and resources away
from our business. Furthermore, during the course of litigation, confidential information may be disclosed in the
form of documents or testimony in connection with discovery requests, depositions or trial testimony. Disclosure of
our confidential information and our involvement in inteilectual property litigation could materially adversely
affect our business. Some of our competitors may be able to sustain the costs of complex intellectual property
litigation more effectively than we can because they have substantially greater resources. In addition, any
uncertainties resulting from the initiation and continuation of any litigation could significantly limit our ability
to continue our operations.

If we are not successful in obtaining from third parties licenses to intellectual property that is required
for GSM/UMTS products that we are developing, we may not be able to expand our business as expected
and our business may suffer.

The GSM/UMTS markets are characterized by the presence of many patents held by third parties. We will need
to obtain licenses from third parties for intellectual property associated with our development of GSM/UMTS
products. Any required license might not be available to us on acceptable terms, or at all, If we succeed in obtaining
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these licenses, payments under these licenses would increase our costs for these products and our operating results
would suffer. If we failed to obtain a required license, our ability to develop GSM/UMTS products would be
impaired, we may not be able to expand our business as expected and our business may suffer.

If we do not timely deliver new and enhanced products that respond to customer requirements and
technological changes, operators may not buy our products and our revenue and preduct and service
billings may decline significantly.

The market for our products is characterized by rapid technological change, frequent new product introduc-
tions and evolving industry standards. To achieve market acceptance for our products, we must effectively
anticipate operator requirements, and we must offer producis that meet changing operator demands in a timely
manner. Operators may require product features and capabilities that our current products do not have. If we fail to
develop products that satisfy operator requirements, our ability to create or increase demand for our products will be
harmed.

In developing our wireless infrastructere products, we seek to identify the long-term trends of wireless
operators and their customers. The development cycle for our products and technologies can take muliiple years.
The ultimate success of our new products depends, in large part, on the accuracy of our assessments of the long-term
needs of the industry, and it is difficult to change quickly the design or function of a planned new product if the
marker need does not develop as we anticipated.

We may experience difficulties with software development, industry standards, hardware design, manufac-
turing or marketing that could delay or prevent our development, introduction or implementation of new products
and enhancements. The introduction of new products by competitors, including some of our OEM customers, the
emergence of new industry standards or the development of entirely new technologies to replace existing product
offerings could render our existing or future products obsolete. If our products become technologically obsolete,
operators may purchase solutions offered by our competitors and our ability to generate revenue and product and
service billings may be impaired.

Our revenue and product and service billings growth will be limited if our OEM customers are unable to
continue to sell our products to large wireless operators or if we have to discount our products to support
the selling efforts of our OEM customers.

Cur future success depends in part on the ability of our OEM customers to sell our products to large wireless
operatofs operating complex networks that serve large numbers of subscribers and transport high volumes of raffic.
Our OEM customers operate in a highly competitive environment and may need to reduce the prices they charge for
our products in order to maintain or expand their market share. We may reduce the prices we charge our OEM
customers for our products in order to support their selling efforts. If our OEM cusiomers incur shortfalls in their
sales of mobile broadband solutions to their existing customers or fail to expand their customer base to include
additional operators that deploy our products in large-scale networks serving significant numbers of subscribers or
if we reduce the prices we charge our OEM customers for our products, our operating results will suffer.

We depend on sole sources for certain components of our products and our business would be harmed if
the supply from our sole sources were disrupted.

We depend on sole sources for certain components of our products and also rely on contract manufacturers for
the production of our hardware products. We have not entered into long-term agreements with any of our suppliers.
We depend on several software vendors for the operating system and other capabilities used in our products. In
addition, we and one of our OEM customers purchase from Qualcomm the cell site modem chips used in any base
station and base station chanmel cards. If these cell site modem chips were to become unavailable to us or o our
OEM customers, it would take us a significant period of time to develop alternative solutions and it is likely that our
operating results would be significantly harmed.
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The market for network infrastructure products is highly competitive and continually evolving, and if we
are not able fo compete effectively, we may not be able to continue to expand our business as expected
and our business may suffer.

The market for network infrastructure products is highly compeitive and rapidly evolving. The market is
subject to changing technology trends, shifting customer needs and expectations and frequent introduction of new
products. We expect competition to persist and intensify in the future as the market for network infrastructure
products grows and new and existing competitors devote considerable resources to introducing and enhancing
products. For our EV-DO products, we face competition from several of the world’s largest telecommunications
equipment providers that provide either a directly competitive product or a product based on alternative technol:
ogies, including Alcatel-Lucent, Hitachi, Huawei, LG-Nortel and Samsung. In our sales to OEM customers, we face
the competitive risk that OEMs might seek to develop internally alternative solutions to those currently purchased
from us., Additionally, our OEM customers might elect to purchase technology from our competitors. For our FMC
products, our competition includes several public companies, including Cisco and Ericsson, as well as several
private companies such as Huawei. In the air-to-ground markets, the competitive environment is less developed but,
as the market grows, we believe the competitive pressures in this market may increase.

Our current and potential competitors may have significantly greater financial, technical, marketing and other
resources than we do and may be able to devote greater resources to the development, promotion, sale and support of
their products. In addition, many of our competitors have more extensive customer relationships than we do, and,
therefore, our competitors may be in a stronger position to respond quickly to new technologies and may be able to
market or sell their products more effectively. Moreover, further consolidation in the communications equipment
market could adversely affect our OEM customer relationships and competitive position. Our products may not
continue to compete favorably. We may not be successful in the face of increasing competition from new products
and enhancements introduced by existing competitors or new companies entering the markets in which we provide
products. As a result, we may experience price reductions for our products, order cancellations and increased
expenses. Accordingly, our business may not grow as expecied and our business may suffer.

Our agreement with our largest OEM customer, Nortel Networks, provides Nortel Networks with an
option to license some of our intellectual property to develop internally products competitive with the
products it currently purchases from us.

Under our OEM agreement with Nortel Networks, Nortel Networks has the option to purchase from us the
specification for communications among base stations, radio network controllers and network management
systerns. The specifications would enable Nortel Networks to develop EV-DO software to work with the base
station channel card software licensed from us and deployed in the networks of its wireless operator customers. If
Nortel Networks elects to exercise this option, Nortel Networks will pay us a fixed fee as well as a significant
royalty on sales of current and future products that incorporate this specification. The royalty rate varies with annual
volume but represents a portion of the license fees we currently receive from our sales to Nortel Networks. If Nortel
Networks were to exercise the option, Nortel Networks would receive the current interface specification at the time
of option exercise, updated with an upgrade then under development, plus one additional vpgrade subject to a
development agreement within a limited time after the option exercise for an additional fee. If Nortel Networks
were in the future to develop its own EV-DO software, it could, by exercising this option, enable its own software to
communicate with the base station channel cards currently installed in its customers’ networks.

Because our business depends on the continued strength of the communications industry, our operating
results will suffer if that industry experiences an economic downturn.

We derive most of our revenue and billings from purchases of our products by customers in the commu-
nications industry. Our future success depends upon the continued demand from wireless operators for commu-
nications equipment. The communications industry is cyclical and reactive to general economic conditions. In the
recent past, worldwide economic downturns, pricing pressures, mergers and deregulation have led to consolidations
and reorganizations. These downturns, pricing pressures and restructurings have caused delays and reductions in
capital and operating expenditures by many wireless operators. These delays and reductions, in turn, have reduced
demand for communications products such as ours. A continuation or recurrence of these industry patterns, as well
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as general domestic and foreign economic conditions and other factors that reduce spending by companies in the
communications industry, could harm our operating results in the future.

Qur ability to compete and the success of our business could be jeopardized if we are unable to protect
our intellectual property adequately.

Our success depends to a degree upon the protection of our software, hardware designs and other proprictary
technology. We rely on a combination of patent, copyright, irademark and trade secret laws, and confidentiality
provisions in agreements with employees, contract manufacturers, consultants, customers and other third parties to
protect our intellectual property rights. Other parties may not comply with the terms of their agreements with us,
and we may not be able to enforce our rights adequately against these parties. In addition, unauthorized parties may
attempt to copy or otherwise obtain and use our products or technology. Monitoring unauthorized use of our
products is difficult, and we cannot be certain that the steps we have taken will prevent unauthorized use of our
technology, particularly in foreign countries where the laws may not protect our proprietary rights as fully as in the
United States. If competitors are able to use our technology, our ability to compete effectively could be harmed. For
example, if a competitor were to gain use of certain of our proprietary technology, it might be able to develop and
manufacture similarly designed and equipped mobile broadband solutions at a reduced cost, which could resultin a
decrease in demand for our products. Furthermore, we have adopted a strategy of seeking limited patent protection
both in the United States and in foreign countries with respect to the technologies used in or relating to our products.
We do not know whether any of our pending patent applications will result in the issuance of patents or whether the
examination process will require us to narrow our claims, and even if patents are issued, they may be contested,
circumvented or invalidated over the course of our business. Moreover, the rights granted under any issued patents
may not provide us with proprietary protection or competitive advantages, and, as with any technology, competitors
may be able to develop and obtain patents for technologies that are similar to or superior to our technelogies. If that
happens, we may need to license these technologies and we may not be able to obtain licenses on reasonable terms,
if at all, thereby causing great harm to our business. In addition, if we resort to legal proceedings to enforce our
intellectual property rights, the proceedings could become burdensome and expensive, even if we were to prevail.

We may engage in future acquisitions that could disrupt our business, cause dilution to our stockholders
and harm our financial condition and operating results.

We intend to pursue acquisitions of companies or assets in order to enhance our market position or expand our
product portfolio. We may not be able to find suitable acquisition candidates and we may not be able 10 complete
acquisitions on favorable terms, if at all. If we do complete acquisitions, we cannot be sure that they will ultimately
strengthen our competitive position or that they will not be viewed negatively by customers, securities analysts or
investors. In addition, any acquisitions that we make could lead to difficulties in integrating personnel and
operations from the acquired businesses and in retaining and motivating key personnel from those businesses.
Acquisitions may disrupt our ongoing operations, divert management from day-to-day responsibilities, increase our
expenses and harm our operating results or financial condition, Future acquisitions may reduce our cash available
for operations and other uses and could result in an increase in amortization expense related to identifiable assets
acquired, potentially dilutive issuances of equity securities or the incurrence of debt, which could harm our
business, financial condition and operating results.

Future interpretations of existing accounting standards could adversely affect our operating results.

Generally Accepted Accounting Principles in the United States are subject to interpretation by the Financial
Accounting Standards Board, or FASB, the American Institute of Certified Public Accountants, or AICPA, the SEC
and various other bodies formed to promulgate and interpret appropnate accounting principles. A change in these
principles or interpretations could have a significant effect on our reported financial results, and they could affect
the reporting of transactions completed before the announcement of a change.

For example, we recognize substantially all of our revenue in accordance with AICPA Statement of Position
97-2, Software Revenue Recognition, or SOP 97-2. The AICPA and its Software Revenue Recognition Task Force
continue to issue interpretations and guidance for applying the relevant accounting standards to a wide range of
sales contract terms and business arrangements that are prevalent in software licensing arrangements and

27




arrangements for the sale of hardware products that contain more than an insignificant amount of software. We
collaborate with our OEM customers to develop and negotiate pricing for specific features for future product
releases and specified software upgrades. Because we do not sell the same products and upgrades to more than one
customer, we are unable to establish fair value for these products and upgrades. As a result, under SOP 97-2, we are
required to defer most of our revenue from sales to our OEM customers until we ship specified upgrades that were
commiited to the OEM customer at the time of sale. Future interpretations of existing accounting standards,
including SOP 97-2, or changes in our business practices could result in future changes in our revenue recognition
accounting policies that have a material adverse effect on our results of operations. As a result, we may be required
to change the timing of revenue recognition in future periods, which could adversely affect our operating results in
current or future periods.

The loss of key personnel or an inability to attract and retain additional personnel may impair our ability
to grow our business.

We are highly dependent upon the continued service and performance of our senior management team and key
technical and sales personnel, including our President and Chief Executive Officer, Chief Technical Officer, and
Vice President of Marketing and Business Development. None of these officers is a party to an employment
agreement with us, and any of them therefore may terminate employment with us at any time with no advance
notice. The replacement of these officers likely would involve significant time and costs, and the loss of these
officers may significantly delay or prevent the achievement of our business objectives.

We face intense competition for qualified individuals from numerous technology, software and manufacturing
companies. For example, our competitors may be able attract and retain a more qualified engineering team by
offering more competitive compensation packages. If we are unable to attract new engineers and retain our current
engineers, we may not be able to develop and service our products at the same levels as our competitors and we may,
therefore, lose potential customers and sales penetration in certain markets. Our failure to attract and retain suitably
qualified individuals could have an adverse effect on our ability to implement our business plan and, as a resuit, our
ability to compete effectively in the mobile broadband solutions market could decrease, our operating results could
suffer and our revenues could decrease.

We have incurred, and will continue to incur, significant increased costs as a result of operating as a
public company as compared with our history as a private company, and our management will be
required to devote substantial time to public company compliance initiatives. If we are unable to absorb
these increased costs or maintain management focus on development and sales of our product offerings
and services, we may not be able to achieve our business plan.

As a public company, we have incurred, and will continue to incur, significant legal, accounting and other
expenses that we did not incur as a private company. In addition, the Sarbanes-Oxley Act, as well as rules
subsequently implemented by the SEC and the NASDAQ Stock Market, have imposed a variety of new require-
ments on public companies, including requiring changes in corporate governance practices. Our management and
other personnel will need to devote a substantial amount of time to these new compliance initiatives. Moreover,
these rules and regulations will increase our legal and financial compliance costs and will make some activities
more time-consuming and costly. For example, we expect these new rules and regulations will make it more
difficult and expensive for us to obtain director and officer liability insurance, and we will be required to incur
substantial costs to maintain the same or similar coverage.

In addition, the Sarbanes-Oxley Act requires, among other things, that we maintain effective internal controls
for financial reporting and disclosure controls and procedures. In particular, commencing with respect to our fiscal
year ending December 28, 2008, we must perform system and process evaluation and testing of our internal controls
over financial reporting to allow management and our independent registered public accounting firm to report on
the effectiveness of our internal controls over financial reporting, as required by Section 404 of the Sarbanes-Oxley
Act, or Section 404. Our testing, or the subsequent testing by our independent registered public accounting firm,
may reveal deficiencies in our internal controls over financial reporting that are deemed to be material weaknesses.
Qur compliance with Section 404 will require that we incur substantial accounting expense and expend significant
management efforts, We currently do not have an internal audit group, and may need to continue to hire additional
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accounting and financial staff with appropriate public company experience and technical accounting knowledge.
Moreover, if we are not able to comply with the requirements of Section 404 in a timely manner, or if we or our
independent registered public accounting firm identifies deficiencies in our internal controls over financial
reporting that are deemed to be material weaknesses, the market price of our stock could decline and we could
be subject to sanctions or investigations by NASDAQ, the SEC or other regulatory authorities, which would require
additional financial and management resources.

The increased costs associated with operating as a public company may decrease our net income or increase
our niet loss, and may require us to reduce costs in other areas of our business or increase the prices of our products or
services. Additionally, if these requirements divert our management’s attention from other business concerns, they
could have a material adverse effect on our business, financial condition and results of operations.

If we are unable to manage our growth and expand our operations successfully, our business and
operating results will be harmed and our reputation may be damaged.

We anticipate that further expansion of our infrastructure and headcount will be required to achieve planned
expansion of our product offerings and planned increases in our customer base. Our growth has placed, and is
expected to continue to place, a significant strain on our administrative and operational infrastructure, Qur ability to
manage our operations and growth will require us to continue to refine our operational, financial and management
controls, human resource policies, and reporting systems and procedures,

We may not be able to implement improvements to our management information and control systems in an
efficient or timely manner and may discover deficiencies in existing systems and controls. If we are unable to
manage future expansion, our ability to provide high quality products and services could be harmed, which would
damage our reputation and brand and substantially harm our business and results of operations.

We may need additional capital in the future, which may not be available to us, and if it is available, may
dilute our existing stockholders’ ownership of our common stock.

We may need to raise additional funds through public or private debt or equity financings in order to:

+ fund ongoing operations;

* take advantage of opportunities, including more rapid expansion of our business or the acquisition of
complementary products, technologies or businesses;

¢ develop new products; or

* respond to competitive pressures.

Any additional capital raised through the sale of equity may dilute our current stockholders™ percentage
ownership of our common stock. Capital raised through debt financing would require us to make periodic interest
payments and may impose potentially restrictive covenants on the conduct of our business. Furthermore, additional
financings may not be available on terms favorable to us, or at all. A failure to obtain additional funding could
prevent us from making expenditures that may be required to grow or maintain our operations.

Our ability to sell our products depends in part on the quality of our support and services offerings, and
our failure fo offer high quality support and services would have a material adverse effect on our sales
and operating results,

)

Once our products are deployed within an operator’s network, the operator and our OEM customer depend on
our support organization to resolve issues relating to our products. A high level of support is critical for the
successful marketing and sale of our products. If we do not effectivety assist operators in deploying our products,
succeed in helping operators quickly resolve post-deployment issues, and provide effective ongoing support it
would adversely affect our ability to sell our products. As a result, our failure to maintain high quality support and
services would have a material adverse effect on our business and operating results.
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Our products are highly technical and may contain undetected software or hardware errors, which could
cause harm to our reputation and adversely affect our business.

Our products are highly technical and complex and are critical to the operation of many networks. Our
products have contained and are expected to continue to contain one or more undetected errors, defects or security
vulnerabilities. Some errors in our products may only be discovered after a product has been instalied and used by a
operator. For example, we have encountered errors in our software products that have caused operators using our
products to experience a temporary loss of certain network services. Any errors, defects or security vulnerabilities
discovered in our products after commercial release could result in loss of revenue or delay in revenue recognition,
loss of customers and increased service and warranty cost, any of which could adversely affect our business, results
of operations and financial condition. In addition, we could face claims for product liability, tort or breach of
warranty, including claims related to changes to our products made by our OEM customers. Our contracts for the
sale of our products contain provisions relating to warranty disclaimers and liability limitations, which in certain
cases may not be upheld. Defending a lawsuit, regardless of its merit, is costly and may divert management’s
attention and adversely affect the market’s perception of us and our products. In addition, if our business liability
insurance coverage proves inadequate or future coverage is unavailable on acceptable terms or at all, our financial
condition could be harmed.

Our international operations subject us to additional risks that can adversely affect our operating results.

We have sales personnel in seven countries worldwide, approximately 130 engineers in Bangalore, India and
approximately 30 engineers in Cambridge, United Kingdom. We expect to continue to add personnel in foreign
countries, especially at our Bangalore, India and Cambridge, United Kingdom facilities. Our international
operations subject us to a variety of risks, including:

« the difficulty of managing and staffing foreign offices and the increased travel, infrastructure and legal
compliance costs associated with multiple international locations;

« difficulties in enforcing contracts, collecting accounts receivable and longer payment cycles, especially in
emerging markets;

» the need to localize our products and licensing programs for international customers;

« tariffs and trade barriers and other regulatory or contractual limitations on our ability to sell or develop our
products in certain foreign markets; .

» increased exposure to foreign currency exchange rate risk; and
» reduced protection for intellectual property rights in some countries.

As we continue to expand our business globally, our success will depend, in large part, on our ability to
anticipate and effectively manage these and other risks associated with our international operations. We may derive
some of our future revenue from customers in foreign countries that pay for our products in the form of their local
currency. Our failure to manage any of these risks successfully could harm our international operations and reduce
our international sales, adversely affecting our business, operating results and financial condition.

If wireless devices pose safety risks, we may be subject to new regulations, and demand for our products
and those of our licensees and customers may decrease.

Concerns over the effects of radio frequency emissions, even if unfounded, may have the effect of discouraging
the use of wireless devices, which would decrease demand for our products and those of our licensees and
customers. In recent years, the FCC and foreign regulatory agencies have updated the guidelines and methods they
use for evaluating radio frequency emissions from radio equipment, including wireless phones and other wireless
devices. In addition, interest groups have requested that the FCC investigate claims that wireless communications
technologies pose health concerns and cause interference with airbags, hearing aids and other medical devices.
Concerns have also been expressed over the possibility of safety risks due to a lack of attention associated with the
use of wireless devices while driving. Any legislation that may be adopted in response to these expressions of
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concern could reduce demand for our products and those of our licensees and customers in the United States as well
as foreign countries.
Risks Relating to Ownership of Our Common Stock

The market price of our common stock may be volatile.

QOur common stock has a limited trading history. The trading prices of the securities of technology companies.
have been highly volatile. Some of the factors that may cause the market price of our common steck to fluctuate
include: ]

* fluctuations in our quarterly financial results or the quarterly financial results of companies perceived to be
similar to us; .

» fluctuations in our revenue as a result of our revenue recognition policy, even during periods of significant
sales activity;

+ changes in estimates of our financial results or recommendations by securities analysts;

* failure of any of our products to achteve or maintain market acceptance;

* any adverse change in our relationship with Nortel Networks;

+ changes in market valuations of similar companies;

* success of competitive products;

* changes in our capital structure, such as future issuances of securities or the incurrence of debt;

+ announcements by us or our competitors of significant products, contracts, acquisitions or strategic
alliances;

* regulatory developments in the United States, foreign countries or both;
+ litigation involving our company, our general indusiry or both;

* additions or departures of key personnel;

+ general perception of the future of CDMA technology;

* investors’ general perception of us; and

» changes in general economic, industry and market conditions.

In addition, if the market for technology stocks or the stock market in general experiences a loss of investor
confidence, the trading price of our common stock could decline for reasons unrelated to our business, financial
condition or results of operations. If any of the foregoing occurs, it could cause our stock price to fall and may
expose us to class action lawsuits that, even if unsuccessful, could be costly to defend and a distraction to
management,

If equity research analysts do not publish research or reports about our business or if they issue
unfavorable commentary or downgrade our common stock, the price of our commaon stock could decline,

The trading market for our common stock will rely in part on the research and reports that equity research
analysts publish about us and our business. We do not control these analysts. The price of our stock could decline if
one or more equity analysts dowagrade our stock or if those analysts issue other unfavorable commentary or cease
publishing reports about us or our business.
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A significant portion of our total outstanding shares may be sold into the public market in the near
future, which could cause the market price of our common stock to drop significantly, even if our
business is doing well.

If our existing stockholders sell a large number of shares of our common stock or the public market perceives
that existing stockholders might sell shares of common stock, the market price of our common stock could decline
significantly.

The holders of approximately 45.6 million shares of our common stock have rights, subject to some conditions,
to require us to file registration statements under the Securities Act or to include their shares in registration
statements that we may file in the future for ourselves or other stockholders. If we register their shares of common
stock following the expiration of these lock-up agreements, they can sell those shares in the public market.

Our directors and management will exercise significant control over our company.

Our directors and executive officers and their affiliates beneficially owned a majority of our outstanding
common stock as of December 30, 2007. As a result, these stockholders, if they act together, will be able to
influence our management and affairs and all matters requiring stockholder approval, including the election of
directors and approval of significant corporate transactions. This concentration of ownership may have the effect of
delaying or preventing a change in control of our company and might affect the market price of our common stock.

Provisions in our certificate of incorporation, our by-laws or Delaware law might discourage, delay or
prevent a change in control of our company or changes in our management and, therefore, depress the
trading price of our common stock.

Provisions of our certificate of incorporation, our by-laws or Delaware law may discourage, delay or prevent a
merger, acquisition or other change in control that stockholders may consider favorable, including transactions in
which our stockholders might otherwise receive a premium for their shares of our common stock. These provisions
may also prevent or frustrate attempts by our stockholders to replace or remove our management. These provisions
include:

* limitations on the removal of directors;

» a classified board of directors so that not all members of our board are elected at one time;
« advance notice requirements for stockholder proposals and nominations;

« the inability of stockholders to act by written consent or to call special meetings;

+ the ability of our board of directors 10 make, alter or repeal our by-laws; and

« the ability of our board of directors to designate the terms of and issue new series of preferred stock without
stockholder approvat, which could be used to institute a rights plan, or a poison pill, that would work to dilute
the stock ownership of a potential hostile acquirer, likely preventing acquisitions that have not been
approved by our board of directors.

In addition, Section 203 of the Delaware General Corporation Law prohibits a publicly-held Delaware
corporation from engaging in a business combination with an interested stockholder, generally a person which
together with its affiliates owns, or within the last three years has owned, 15% of our voting stock, for a period of
three years after the date of the transaction in which the person became an interested stockholder, unless the
business combination is approved in a prescribed manner.

The existence of the foregoing provisions and anti-takeover measures could limit the price that investors might
be willing to pay in the future for shares of our common stock. They could also deter potential acquirers of our
company, thereby reducing the likelihood that stockholders could receive a premium for their common stock in an
acquisition.
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We do not currently intend to pay dividends on our common stock and, consequently, the ability to
achieve a return on an investment in our common stock will depend on appreciation in the price of our
common stock.

Although we paid a special cash dividend on our capital stock in April 2007, we do not cwrrently intend to pay
any cash dividends on our common stock for the foreseeable future. We currently intend to invest our future
earnings, if any, to fund our growth. Therefore, stockholders are not likely to receive any dividends on shares of
common stock for the foreseeable future.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

We lease approximately 85,000 square feet of office space in Chelmsford, Massachusetts pursuant to leases
that expire in April 2012. We lease approximately 31,000 square feet of office space in Bangalore, India pursuant to
a lease that expires in December 2011, We lease approximately 9,000 square feet of office space in Cambridge,
United Kingdom pursuant to a leases that expires in December 2011. We also maintain sales offices in Dallas,
Texas; Madrid, Spain; Darmstadt, Germany; Beijing, China; Seoul, Korea; and Tokyo, Japan. We believe that our
current facilities are suitable and adequate to meet our current needs. We intend to add new {facilities or expand
existing facilities as we add empltoyees, and we believe that suitable additional or substitute space will be available
as needed to accommodate any such expansion of our operations,

Item 3. Legal Proceedings

None.

Item 4. Submission of Matters to a Vote of Security Holders
None.
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Our c